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PHILIPPINES: KEY ECONOMIC INDICATORS 


All values in US$ million 
Exchange Rates (Average for periods covered): 
1976: USS1.00 = ~7.4466 Percent , 
1977: US$1.00 = ~7.4032 1976 1977 Change — 
1978: US$1.00 = ~7.3683 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices = 17668. 20528. 
GNP at 1972 prices — 9838. 10520. 
ay 

Per capita GNP, current prices— 407. 459. 
Fixed capital formation on du able 

equipment, current prices — . 2187 .8— 2346. 
Personal income, current prices— 11576.4— 13269< 
Indices: (1972=100) 

Mining (physical production) 114. 130. 

Manufacturing (physical 

production) 6/ 116. 120. ‘ 122.5 

Average Labor Productivity— 201. n.a. n.a. 

Average Industrial Wage i 134. 143.4 
Labor Force (000 workers) 16244 15200 na. 
Average unemployment rate (2) 35 “ye n.a. 


MONEY AND PRICES 


Money Supply — 


1621. 2017. . 1989.0 


Interest rate (%) g/ a2 AZ. 9.97 
Indices: Manila (1972=100) 
Wholesale prices 210. 
Consumer prices 174. 
BALANCE OF PAYMENTS h/ 
Central Bank Gross Reserves _ 1641. 


NR 


231. 
188. 


240.1 
L973 


Cc Ww 
oO 


1525. 
3665. 
193% 
16. 
164. 
-/63. 
3150. 


1916.1 
4108.3 


n.a. 


External public debt - Susi 3 p/ 


Annual debt service burden 474. 
Annual debt service ratio (%) 15. 
Balance of Payments -163. 
Balance of Trade -1059. 
Exports, f.o.b. 2573 

U.S. share 915. 1102. n.a. 
Imports, f.o.b. 3633. 3914. i 1958.22: 

U.S. share os 801.3 798.5 ‘ NBs 
Main imports from US (1977): Materials imported on consignment basis for manu- 
facture $114.9M; Non-electrical machinery $84.6M; Wheat and corn $62.2M; Tobacco 
$32.2M; Cotton $27.7M; Motor vehicle parts & accessories $23.4M; Hydrocarbons, 
carboxylic acids and derivatives $20.9M; Electrical machinery $20.9M; Internal 
combustion piston engines and parts $20.3M; Miscellaneous chemical products $15.7M; 
Paper and paperboard $12.4M. 
r/ Revised. p/ Preliminary. 
c/ Peso values converted to dollars using average exchange rate for the period. 
d/ Percentage changes for data originally available in pesos were calculated 

using peso values. 

Change computed at constant 1972 prices. 

Net value added per employed person in manufacturing in 1972 prices. 

Weighted average of money market rates (borrowing and selling). 

Outstanding as of end of period. 
j/ Balance on transactions of foreign exchange receipts and disbursements. 
k/ Export receipts, c.i.f. 1/ Tmport payments, c.i.f. 
Data Sources: Central Bank, National Census and Statistics Office, National 
Economic and Development Authority, Department of Labor. 
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SUMMARY : 


Available information for the first six months indicate the 1978 GNP growth 

will be short of the 7.5% GOP target. Sharp declines in 

sugar exports and accelerating imports widened the trade deficit to $642 million 
for the first semester, but the overall payments balance was still in surplus 

by $82 million. Inflation is running at 7.9%. 


ASEAN/US economic talks at the ministerial level dealt successfully with a 
number of issues. An OPIC-sponsored investment mission and an Eximbank 
mission will visit Manila and the other ASEAN capitals in October/November. 
A new textile agreement provides slightly higher paced growth in Philippine 
exports to the U.S. 


CURRENT ECONOMIC SITUATION AND TRENDS 


No official GNP growth figures are available for the first six months of the 
year, but limited production data released by GOP and private agencies indicate 
no dramatic change in growth rate from the previous year's 6% range. This of 
course is short of the 7.5% growth target set in the five-year development plan. 


Central Bank figures show that manufacturing output in the first six months of 
the year increased by 4.6% over the comparable period in 1977. Compared to the 
second semester 1977 output, however, it grew by only 1.1%. Food, beverages 
and tobacco and chemicals, which together comprise 60% of the manufacturing 
sector, performed relatively well, while production of textiles and wearing 
apparel, non-metallic mineral products, wood products, and fabricated metal 
products was down. 


In the agricultural sector, the decline in 1977-78 sugar production (down by 
11% from previous year's harvest) will probably be offset by the bumper rice 
harvest officially estimated at 7% over the nrevious year's harvest. 

From the crop year 1977-78, rice sales to Indonesia and Malaysia reached 89,000 
metric tons, and 138,000 metric tons are still available for export. 

Copra production, which suffered a 12% decline last year, is not expected to 
increase significantly this year due to prolonged drought. 


Inflation: Persistent, but Below 10% 


The annual inflation rate in the first semester (as: measured by the CPI for 
Metro Manila) was fairly stable at 7.9%, compared to 7.9% for the whole of 

1977. The inflation appears to be internally-based, as prices of domestic 

goods rose by 8.6%, higher than the 6.0% increase in import-dependent commoditie 


Across-the-board salary increases for government employees late in the first 
quarter accounted for the 3.8% improvement in the real wage index for skilled 
workers. Unskilled workers continued to bear the brunt of the inflation, as 
their real wage dropped by 2.0% in the first semester, despite the one peso per 
day increase in minimum wage for all workers granted on July 1. 





External Transactions: Trade Balance Deteriorates _ 

The external transactions picture took a turn for the worse, as stagnant export 
earnings and accelerating imports led to sharp increases in the trade and current 
account deficits, $642 million and $363 million, respectively. (Transactions 

data differ from official balance of payments data, which are not yet available 

for the first semester.) In spite of increases in the capital account surplus, the 
overall transactions surplus was down to $82 million, compared to $242 million 

for the first half of 1977. 


Export earnings in the first six months were only $1,316 million, essentially 
unchanged from the first semester of 1977. This was mainly due to the sharp 
reduction in sugar exports; first semester shipments were less than one-third 
of last yéar's shipments over the same period, and only 38% of the annual 
exportable quota under the International Sugar Agreement (ISA). In addition, 
sugar prices descended to their lowest levels in five years. Data from industry 
sources showed that the value of coconut exports in the first half was 11.2% 
above the first half of 1977, a marked deceleration from the impressive 40% 
growth in 1977. Copper concentrates showed only a 2.3% increase in export 
earnings. Earnings from some non-traditional manufactured exports continued to 
grow in the 40% range, particularly clothing, cement and textiles. 


Import payments rebounded from a sluygish 6% growth last year to 24.5% in the 
first half of 1978 to $1,958 million. Import payments for unprocessed and 
semi-processed raw materials, which include materials imported for manufacture 
on consiyznment basis, increased by 27%, while payments for machinery and equip- 
ment imports increased by 19%, reflecting higher levels of business activity, 
particularly the replenishment of inventories. The resulting trade transactions 
deficit, $642 million, was more than twice the size of last year's first 
semester figure - $260 million. 


Central Bank gross reserves increased to $1,916 million at the end of June 

1978, 25% higher than the end-1977 level. Total external debt outstanding as 

of June 30, 1978 was $7,213 million, 10% higher than the end-December 1977 level. 
The value of the peso continued to be stable, with the interbank guiding rate 
averaging ~7.3683 to the U.S. dollar in the first semester, an improvement over 
the 7.4156 average for January-June 1977. 


The first semester saw record-setting transactions in the medium- and long-term 
credit picture. Due to low demand for investment funds in the sluggish Western 
economies, the Philippines was able to tap the international financial market 

for rates as low as 1 percent over LIBOR and terms exceeding 10 years. The 
Central Bank, under its consolidated borrowing program, contracted a $500 million 
"jumbo" loan, the largest single transaction so far, about half of which is to 

be used to refinance previous loans. Philippine authorities have agreed with 

the IMF to a ceiling of $950 million in new commercial borrowing during 1978. 


The 1979 budget recently approved by the Interim National Assembly appears to be 
rather conservative, as GOP financial managers encounter increasing difficulties 
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in tapping new sources of revenue. The ~32.2 billion budget for 1979 is just 
6.6% above this year's expenditures. Prime Minister Marcos announced that he 
will further withhold disbursements on operating expenses by 5% as part of a 
retrenchment policy. 


A series of tax measures was enacted in the first six months of the year to come 
up with the revenues to support the scaled-down 1978 expenditure levels. The 
most controversial of these was the imposition of a 5% customs duty and a 5% 
internal revenue tax on importation of capital equipment by previously-exempt 
importers. After protests from the business community supported by the Board 

of Investments (BOI), the decree was modified to exempt firms registered with 
BOI before April 1978. Sixteen additional tax measures were approved, 

expected to raise ~412 million in revenues to help finance the 1979 budget. 


Monetary Developments 


For the first time in several years, the growth in money supply (Ml) was 
slowed, expanding by 11.5% over June 1977 levels. The broader measure of 
domestic liquidity also expanded at a moderate rate of 12%. Despite these 
trends, and despite the apparent upturn in demand for investment funds, the 
financial sector remained liquid, as shown by the decline in the weighted 
average of morey market selling/borrowing rates from 12.58% for the whole of 
1977 to 9.97% in the first half of 1978. 


Other Policy Developments 


On December 14, 1977, President Marcos signed PD 1163 which amended the 
Philippine Patent Law, to the detriment, in the opinion of some foreign 
businessmen, of patent protection. The major changes in the provisions of the 
decree (and later amendments) are a 5% royalty ceiling, prior approval by an 
inter-agency Technology Transfer Board of all voluntary license contracts, 
prohibitions of a number of license clauses, and a provision that importing a 
product does not constitute working of the patent for purposes of compulsory 
licensing. Further public hearings, however, are being held and PD 1263 is 
not yet fully in effect. 


President Marcos signed a decree on June 11 which permits proceeds of the 
Coconut Consumers’ Stabilization Fund, a levy on sale of copra, to be used for 
investment in coconut oil mills and refineries. Such mills, and not 
privately-owned mills, will be the only ones permitted to avail of a subsidy 
on coconut oil-based products. 


A bill which would impose a special tax on domestically-produced goods with 
foreign trademarks has been introduced in the Interim National Assembly. 
Another bill would limit imports of foreign films. 


Outlook for the Balance of 1978 


With the 1978 export level probably settling around 1977 levels, and continued 
firm demand for imports, the trade deficit for the year may exceed the 

$1 billion mark. Large inflows of capital are expected to bring the overall 
payments roughly into balance. 





While government infrastructure outlays have increased substantially, the 
expected level of overall expenditures has been cut by over 10%. Growth of 
manufacturing production appears to have fallen off from the second half of 
1977. Agricultural growth will probably approximate last year's levels. On 
recent indications, it appears that the country will not reach its GNP target 
of 7.5% in the initial year of the five-year development plan, although it may 
better the UNCTAD prediction of overall LDC growth in the 4.5%-52% range. 


IMPLICATIONS FOR U.S. BUSINESSMEN 


ASEAN Developments 


The past year saw signs of significant progress in the international recogni- 
tion and integration of the Association of Southeast Asian Nations (ASEAN). 
Beginning September 1, about 760 products will qualify for ASEAN trade prefer- 
ences (mostly nominal 10% tariff cuts, in addition to the 71 products negotiate 
last year). The list is expected to eventually expand by 2,000 a year. While 
ASEAN progress on the trade side appears to be encouraging and could assist in 
expanding intra-ASEAN trade, only two joint industrial ventures -- the urea 
projects of Indonesia and Malaysia -- have been approved. 


The second US/ASEAN dialogue was held at the ministerial level in Washington on 
August 2-4. The meetings were chaired by Secretaries Vance, Blumenthal, and 
Kreps, and covered such topics as Indo-China refugees, a common fund and the 
Integrated Program for Commodities, trade issues, business relations and 
investments, development cooperation, and cooperation in education and culture. 
The U.S. agreed to facilitate business contacts and investments in the ASEAN 
region and establish an ASEAN-US Business Council under the auspices of the 
ASEAN Chambers of Commerce and Industry and the U.S. Chamber of Commerce. In 
addition to the formal official talks, the ASEAN ministers called on President 
Carter and had discussions with Congressional and business leaders in 
Washington. The Asia Society and U.S. business leaders hosted a luncheon 

for ASEAN ministers and officials in New York on August 5. 


A high-level investment mission to the ASEAN countries, to be organized by 
the Overseas Private Investment Corporation (OPIC), was announced at the 
Washington meeting. The mission will be headed by Charles W. Robinson, Vice 
Chairman of Blyth Eastman Dillon and Company and former Deputy Secretary of 
State. It will visit Manila from October 28 through November 1. 


Also at the Washington meeting, it was announced that John Moore, Chairman of 
the Export-Import Bank of the U.S., will visit ASEAN countries in November. 
Mr. Moore is expected to be in Manila from November 12 to 15. 


Investment Trends 


Following a two-year lull since the investment boom of 1974-75, all indicators 
point to a substantial increase in investment activity for the first six months 
of 1978. The Board of Investments (BOI) has approved investments almost 60% 
higher than those approved during the same period in 1977. The foreign portion 
of these investment approvals increased by 43%. Registrations with the Securi- 
ties and Exchange Commission (more comprehensive than the BOI) show parallel 
trends, with $198.9 million in total investments, a healthy 48% over the same 
period last year. First quarter data on Central Bank-approved foreign invest- 





ments showed a 100% jump from $21 million in 1977 to $42 million. 
Trade 


President Marcos has approved an 83-hectare area in Mactan, near Cebu City, 
for the country's second export processing zone. The airport-oriented 
industrial zone, expected to attract producers of electronic products and 
other light manufactures, is scheduled to be operational in two years. 


A new 5-year textile agreement was signed between the United States and the 
Philippines. The accord, which will regulate Philippine textile exports 

to the United States from 1978 through 1982, is unique in that all category 
levels are specified for the next five years. Growth and flexibility have 
been built into these levels, which include a considerable increase in 
yardage over those of the previous agreement. 


Census trade data for the first five months of the year indicate a substantial 
reduction in the U.S. trade deficit with the Philippines. -U.S. share of the 
Philippine import market has also improved. 


During the past six months, the Embassy and the U.S. Department of Commerce 
have jointly sponsored trade missions and video/catalog exhibits on food 
processing and packaging, and building products and construction equipment. 

A successful medical, laboratory and scientific instrumentation exhibit, the 
first of its kind in the Philippines, was held in August. A Philippine 
security equipment buying mission was sent to the U.S. also in August. The 
latest trade mission, aimed at the growing local fisheries industry, included 
representatives of manufacturers and suppliers of commercial fishing equipment. 


The Embassy also took advantage of the Southeast Asian Regional Computer 
Conference to organize a reception promoting U.S. computer equipment. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
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